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Boviet Economic Grawth and Asian Devel
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: . Coammnism is more than a political challenge; it 1s above
| ~ all else sn sconomic way of life. i

What is the Soviet economic system? There s, of course,
the feuiliar institutional arrangement of state ownership of

virtoslly all means of preduction, compared to the predominance

of private ownership in Western nations.

However, far more important than the disparity between who

owne what is the contrast in economic policy. In the United

States the primary objective of economic activity is to increase
consumor welfare., The over-ell sllccation of resources is
determined by the decisions which the people individually make,
They decide how much to spend and how much to save. These

decisions, in turn, become demands for various types of goods in

the marketplace. They are reflected back into the structuring of

the entire econory. It is not surprising that a market sconany
utiligen a relativ:ely high proportion of its snrual output for
sousurption purposes. Such a pattern is implicit in the concept

¢f consumer soverelgnty.
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The centrel theme of Soviet economie policy, which has re-
mained unchanged since the beginning, is forced-draft industrialiw
gation., 5talin pu‘blic‘ly proclaimed the reason for the emphasis on
industrial development. Russis, he said, had been beaten many
ﬁms in the past becanse of her backwsrdness. For its owm
safety, the USSE muset make good tﬁe dietancs 1t was lagging
behind the advanced capitslist nations, Only then, he concluded,
would 1t be possible to devote resources to improving living

stenderds in any serious way.

Boonorde Orowth -« Now less than 30 years since Stalin cone

solidated hia political powor in the USSR and serious attention
wae directed to industrisliszation, Year 1928 asaw initiation of
First Five Year Plen,

In this brief time span, Soviet Union has developed repidly

from a predominantly asricultural, industrially underdeveloped

. country to Mestimd rank ag the second largest sconony in
the world., Total production of goods and smervices in 1955 about

1 3/h times thet of the United Xingdom, the third largest power,

This growth, even more remarkable considering the destructive
effects of World War IT, has been achieved by & variety of mesns,
foar of which are probably moet lmportant: |

(1) Transfer of millions of mrkéra from agriculture to

urban oceupations,

-
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‘(2) A parallel prodiglous effort to educate them in modern
skills and technology,

{3) The diversion of an umusually large proportion (1% to 2
times that of the U.S.}, of national product to investment,
. _

(k) The concentrstion of investment funds in heavy industry,
particularly electric pover, mstallurgy, and producers
goods,

Loglcnl result im that the USSR treats the welfare of ite
pecple as & minimum requirsment in plamning, and essentially as
& residual in plan execution,

Two examples make this clear:

(1) While capital goods sutput rose over 10 times in
smuccessive five year plans, sgricultural production
failed to match the growth of population « implying
some decrease in living standards.

(2) Plan goals for heavy industry are usually surpassed

while the correspondingly modest geals for consumer
goods are chronically underfulfilled,

Where has thls course of action led the Soviets in their
drive to catch up with the West, particularly with the United
States? In sggregate value terms, 1955 Soviet industrial output

w3 _
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stood at shout one-third of that of the United States. However,
Soviet production of some key basic industrisl raw materigls and
of mamufacturing equipment is already asbout equal to that of the
U.8, This is true for a few, but not for many such hard goods.
On the other hand, Soviet output of consumers soods was far
below corresponding American levels. Specifically,

(1) Output of cosl in the USSR was virtuslly equal to that
in the U.8.

(2) Production of mechine tools was squal and possibly greater,

(3) Steel output, vhile substantial, wae still somewhat less
than half that of the U.3., However, expansion of stesl
outpat in the USSR for 1956-60 was sbout equal in
tonnage to that of the U.S, Therefore, the production
of the steel mill equipment industries is about the same
in the two comntries.

{4) Consumer goods, on the other hand, provide a startling
contrast, V.S, automobile production was sbout 90 times
theat of the USSH, Waahing machine mamufacture was over
%0 times grester, and U.S. radic and TV set output wus
about 5 times that of the USSR,

T wemld like to0 turn for & moment from the comparison of
sbscdlute figures of production to the relative rates of growth

in the two couniries, concentrating on the postwsr periocd. Ve

lpm
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can pags quickly over the phenominal industrial growth rates of
the Soviet Fourth Five Year Plan - 1946~50, This period was
sspentislly one of reconstruction and was therefore a specisl case.
As hae been aptly said, in bastilefield countries war not only
reises hell but also raises the margingl efficiency of ecapital,

But in the years of the Fifth Five Year Plan, 195055, the
gspecisl factors were no longer present. Soviet industry had
recovered from the war - further increases in output could only
be obtained by the consiruction of new plants rather than by
repairing damaged ones. The looting of Satellite and Manchurian
plants had long since come to an end. And during the 5 year perioed
we have Just seen end, Soviet industrial production grew over 70
percent compared te 23 percent in the United States, or nearly
three times as repidly. For this comparison, we have not used
the officisl Soviet index of industrisl output, but have deflated
it for known Jdifferences with our oun Federal Reserve Board index,

The comparison is, as nesrly as we can make it, an honest~to-God one,

What does this development mean from the standpoint of Smiet
ability to influemce Asian economic development? I wemld like
to consider this from two standpoints, first, the propaganda sppeal
of rapid Soviet industrializstion, and, sscond, from the standpoint
of Soviet econcmic capabilities.
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Why are the countries of Asia susceptible to the Soviet propa~-
ganda 1ine? First of all, in sll underdeveloped countries, there
1s tremendous pressure for sconeric betterment. The people" as
well as the 1e§ders sre convinced, rightly or wrongly, that this
requires rapld indugtriglization, Though they are generally
dedicated to politiecsl and individusl freedom, they will not remain

3.%?31 to these concepts if the price 1s economic stagnation.

Second, underdeveloped countries arc inclined to belleve
the Soviet line that industrialisation by free enterprise rethods
took 150 years in Western countries, and they can't wait that long.
Sovist propaganda, emphasising that the USSR made itsell a great
industrisl power in one generation, starting from seratech, and
without any help from the West, 1s very appealing, The Sovieis,
of course, do not speak of the appalling cost in tuman suffering,
its denlsl of human rights, and its sharp 1imitation on living
standards,

To move on to econcmic considerations, the expansion of
trade with uﬂderﬁevelcged areas makes pood econamic sense to the
Soviet leaders for tuo reasonst

(1) The USSR needs additional raw materials becsuse of

shortages of its own production - for example, bauxite,
copper, textile fibers, rubber, and indus‘bﬁal diamonds.

{2y 1% can use additionsl acricultural products which are

availsble as export surpluses in many underdeveloped

coantries,
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Furthermore, the USSR has developed its mamfacturing
eapabilities to a point where 1t can now afford to export many
types of industrial egquipment in exchange for naedeé imports.

The strength of the Soviel economy &ppears to have reduced historic
Boviet fears of losing economic independence through relisnce on
foreign sources of supply. The Communist leaders apparently realisze
that & marginal degree of reliance om non-Dloc sources of supply

for certain foodstuffs end raw materigls is preferable to a more

rigid policy of sutarky, since 14 offers the promise of more rapid

rates of economic growbth.

What are Soviet capsbilities today? First, gross national
product in the USSR in 1956 probably was about $150 billioms, of
which industrisl ocutput alone was about 350 billions, To date,
the tobal of eredit commitments to underdeveleped areas implies
an snmugl delivery of producers goods of from 250 1o $100 millions

& year, or from one to two percent of current ocutput. Puyther,

we shonld keep in mind that this is a credit program, not & series - \

of grents in aid, For most of 1%, the Sovists expect to recelve \

s future quid pro quo in the Porm of raw materisls or agricultural \
aormodities, \

Apart from industrial goods, sales of milltary equipment

heve been prominent, Most of this military aquipnent is obsolescent
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or chbsolete - its disposal in exchange for neaded raw materiala
represents no atrain on the Soviet economy. If these srmaments
vere not disposed of abroad, they wonld revert to dead storasze

in the USSR, which followa & long~run policy of re-equipping lts
oun forces, At the same time, the smaller nations unger for such
equipment, as an element of prestiges and power. Included in the
sxport package are technicians, There prchahl? are well ower 500
of these presently in underdeveloped nations, primarily in comec-
tien with & host of projects in Afghanistan and at work on the
Indien steel mill, In th§ Soviet Union, about 125,000 pecple
graduate sach year from scientifiec and techniesl uwrdversities,
Tharefors, the total mumber sent sbroad so far is only a fraction

of one percent of the one yesr's graduestes.

In summary, it is clear that the Soviet capabilities to provide
exports of ocapital goods, technical assistance, and mili'ﬁaxv
equipmnt conld be exponded rany times over pmsent levels without
forcing a fundamentsl reorientation of economic poals. Boviet
notives in stepping up economic relations with underdeveloped
countries are not, of course, primarily wmotivated by economic
needs, The Middle Bast turmoil typifies the usual complex of
politicel and military advantsges as well, DBut economic export
capabilities give the Soviet leaders & new and pm}. weapon

in the international power struggle,

wBw
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Batellites

When we torn from the USSR to the Eurcpean Satellites, the
economic motivation for trade with underdeveloped countries becomes
even stronger, Under the 1eadership of their Soviet masters, the
Satallites have been engaged in & program of repid ex#maim of
the metallurgical and producers goods industries., The Satellites
do nob have the necesssry indlgencus raw materisl basej procurement
of & substantial part of input needs from non-Bloc sturces is
almost a necessity, Further, the agricultursl sector of the
fuSats economies, in true Soviet fashion, have been the stepchild
in investment allocations, resulting in food dsficijt-s; 1t is not
surprising to find the Satellites developing a trade pattern which
involves the exchange of machinery and equipment for raw materials
and foodstuffs, and to find them carrying over 50 percent of the
trade progran,

The Satellites have aisc been a convenient "front" for the
Soviet Unlon in armsment desls, most notably in the case of Egypt.

Camunist China has recently joined in the trade offenalve,
concantrating on a few countries including Indle, Burma, Indonesia,
Bgypt and Pakistan. The traditionsl sgrieuliursl character of
Chinese exports to these areas has changed, We now see textiles,
1ight manufacturers and steel products bveing ment, which reflects
the growth of industry in mainland China, In 1954, China for

the first time expanded an entire plant complex, Thia was &
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textile mill for.the Burmese, under the terma of the Sinc-Burmese

rice-barter agreemsnt,

Uomrmunist Chinese industrial capabilities have been increasing
shai‘piy, much Farther than those of Indle, and probsbly will contirue
to do o, She has been receliving about $800 millions worth of
indugtrial plents, machinery snd equipment from the USSR each year,
and sbeut $L00 millions more from the Buropean Satellites, As
her industries develop, China will be more snd more capadble of
using a part of her output to further the spread of Commmnist
influence in 3outheast Asis, In the meantime, the propaganda
aspects of rapid industrial growth ares being exploited, and Chinal's

. auccess pointed to as proof that the Comrmnist way is the anly
real way to make rapid industrial progress, '

In sommary -

(1) The rapid industrial growth of the USSR and of other

mewbers of the Bloe provide the Kremlin leaderaship with
& formidable ecanmia‘ wegpon to influence the political
orientation of underdeveloped areas. The new package
eonsists of cheap armaments, industrial equipment,
technical skills in the form of Soviet advisors and
the providing of a ready market for raw materials,

{2) To date, the program sbsorbs a very small share of Rloc

output - probebly less than one percent of total gross
nationgl product.
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(3) It has been concentrated in a handful of countries,
undoubtedly for politicsl reasons, Yugoslavia, Egypt,
Afghenistan, India end Indonesla have recelved roughly
50 percent of the ald offered.

(L} There is no visible economic reason why the program
cannot be expanded substantislly over its present levels,

at very small economic cost to the Bloc.

wlle
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